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At a May 28 briefing at the Foreign Press Center in Washington, Assistant Secretary of the Treasury
David Mulford told reporters that the United States will not introduce new initiatives at the
economic summit in Venice next week. Rather, the summit is seen as an opportunity to review the
implementation of previous macroeconomic policy commitments. Policy actions taken in February
and April by the major industrial nations have not yet had time to work. He spoke at length on the
Baker Plan, which calls for for major economic reforms in debtor nations and net new financing from
the multilateral financial institutions and commercial banks.
According to Mulford, recent actions by Citicorp and Chase Manhattan to increase their reserves
to cover possible losses on loans to debtor countries will not affect commercial bank participation
in the Baker Plan. Next, Mulford indicated that there is an increasing need for banks to offer a
broader range of financial options in financing the debt. Mulford said, "I think the summit is likely
to reconfirm the debt strategy, the case-by-case approach..." In his view, the principles involved
in the debt strategy reforms in debtor nations, participation and provision of resources by the IMF
and the multilateral development banks, and an enhanced role for the World Bank, and continued
lending by commercial banks are still intact and valid.
In interviews with Latin American diplomats and economy experts by the Agence France Presse
(AFP) at the United Nations on May 29, reactions to recent decisions by Citibank and Chase
Manhattan to create huge reserves to cover losses on Third World loans were mixed. According
to AFP, concern and confusion dominated among interviewees. One diplomat who requested
anonymity, said, "These decisions mean the end of the Baker Plan."
The Baker Plan is the US debt relief initiative introduced by US Treasury Secretary James Baker at
the joint International Monetary Fund World Bank meetings in Seoul in October 1985. The key to the
problem, he said, now more than ever, is in the hands of the US government. The diplomat added,
"Considering the evident exhaustion of the debtor nations alongside the banks' decision, there
remains only one other option: treating the debt as a political problem. Other interviewees insisted
that the big banks' actions signal a new phase in which the rules of the "debt game" are changing.
The banks' decisions, they said, translate to the simple recognition that a substantial portion of
the Third World debt is not collectible. Some diplomats fear that the unilateral actions by Citicorp
and Chase will produce the breakdown of the bankers' consensus in handling the debt problem.
This in turn will force certain banks in weaker financial conditions to adopt destabilizing policies.
The upshot, they said, is likely to be even less willingness on the part of the banks to provide fresh
monies to Third World debtors, and more painful and lengthier debt reschedulings.
Few Latin American diplomats and economic experts expect significant policy changes regarding
the debt and world trade from the June 8-10 summit meeting of the seven major western industrial
nations. In a May 31 report by the AFP, officially the US debt initiative continues intact. Secretary
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Baker has stated that his plan has been strengthened by the "proofs" of adversity. AFP points out
that big and small banks in the United States and elsewhere are devaluing, one after another, loans
to Third World nations, while countries such as the Ivory Coast once the model of orthodox finance
in Africa recently declared bankruptcy. These developments occurred shortly after Brazil, the
developing world's biggest debtor, suspended interest payments on its commercial bank debt.
The Baker Plan directs aid to the Third World's 15 most indebted nations, most in Latin America,
if the debtors implement reforms inspired by the laws of the marketplace which are theoretically
targeted at reactivating economic growth. These reforms including budget cuts, free exchange
rates, and privatization of state companies are becoming the targets of increasing criticized by new
democracies such as Brazil and Argentina, who reject seeing their economic policies dictated by
the Reagan administration. An initiative to be discussed in Venice, billed as an improvement or
modification of the Baker Plan, invites commercial banks to directly invest in the Third World before
conceding conventional loans. In the last two years, the US has pushed for the promotion of debt/
equity swaps in major debtor countries, such as Chile, Mexico and the Philippines.
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